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0540 Secretary for Resources

Background. The Secretary for Resources heads the Resourgesc. The Secretary is
responsible for overseeing and coordinating thevites of the boards, departments, and
conservancies under the jurisdiction of the ResssiAgency.

Budget Act. The 2009-10 Budget Act includes $87.5 million to support the Secretary fo
Resources. This is a 40 percent decrease ovenatsti expenditures in the current year
primarily due to reduced bond fund expenditures.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Administration $104,383 $69,764 -$34,619 -33.2
CALFED Bay-Delta Program 42,564 17,814 -24,750 -58.2
Total $146,947 $87,578 -$59,369 -40.4

Funding Source

General Fund $ 5377 $ 5,736 359 6.7
Special Funds 4,621 3,467 -1,154 -25.0
Bond Funds 107,525 61,000 -46,525 -43.3

Budget Act Total 117,523 70,203 -47,320 -40.3
Federal Trust Fund 12,778 8,471 -4,307 -33.7
Reimbursements 16,646 8,904 -7,742 -46.5
Total $ 146,947 $87,578 -$59,369 -40.4

Mike Chrisman, Secretary for Resources

* Overview of Resources Agency
» Discussion of Federal Funds
» Salmon Recovery
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1. Environmental License Plate Fund Fee Increase

ELPF. The Environmental License Plate Fund (ELPF) pravidaipport to numerous
conservancies and departments within the Resoukgesmicy. The ELPF has a structural
imbalance. Without a fee increase, and keepingmdifures constant the 2009-10 fiscal year
expenditures would exceed available resources byition.

Trailer Bill. The trailer bill language would raise the enviromta¢ license plate fee by ten
percent.

Budget Act. The 2009-10 Budget Act does not include trailer bill authorizing the ELRFe
increase. The Budget Act does provide decreasedirfg to departments and conservancies
from the ELPF by $4,720,000, but this decrease evéxal even more dramatic without the fee
increase.
» Secretary for Resources — Reduction to out of gtateel and equipment replacement
program: -$50,000
» California Conservation Corps — Reduction to adstration: -$300,000
e CalFire — Environmental Protection Program fieldmtnator reduction (-$15,000); Fire
and Resource Assessment Program resource managsiraagies design (-$30,000):
Total reduction of -$45,000
e Department of Fish and Game — Fund shift of $3iomllto the Fish and Game
Preservation fund for wardens: -$3 million
» State Coastal Conservancy — Reduction to Oceared®iat Council research on algal
blooms: -$257,000
* Santa Monica Mountains Conservancy — Reductionottsultant contracts for project
planning and implementation: -$50,000
» Sierra Nevada Conservancy — Reduction to interagageements: -$500,000
» Department of Water Resources — Reduction in warkhe Trinity River Restoration
Program: -$60,000
* CalEPA, Department of Pesticide Regulation — Fuhift sof $458,000 with the
Department of Pesticide Regulation Fund

Staff Comment. Due to concerns over the role of the SecretaryREsources in protecting fish
species, especially salmon, action on budget iteonghe Secretary for Resources will be
withheld until the Secretary’s actions to protesdtreon have been reviewed.
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3850 Coachella Valley Mountains Conservancy

Background. The Coachella Valley Mountains Conservancy (CVMCyuires and holds, in
perpetual open space, mountainous lands surrountting Coachella Valley and natural
community conservation lands within the Coachelédiéy.

Budget Act. The 2009-10 Budget Act includes $517,000 to support CVMC. This is a caien
decrease from current year estimated expenditwredalthe near elimination of bond funds for
the conservancy.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $Change % Change

Type of Expenditure
Coachella Valley Mountains

Conservancy $442  $517 $75 17.0
Capital Outlay 18,375 0 -18,375 -100.0
Total $18,817 $517 -$18,300 -97.3

Funding Source

Special Funds $303 $318 $15 5.0
Bond Funds 17,905 60 -17,845 -100.0

Budget Act Total 18,208 378 -17,830 -97.3
Reimbursements 609 139 -470 -77.2
Total $18,817 $517 -$18,300 -97.3

1. Opportunity Land Acquisitions

Proposition 84. California voters, in November 2006, passed Psitjom 84, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &iand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatidonds for environmental and resource
purposes. The Proposition 84 bond language addddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 millioodigh Proposition 84.
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Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #889-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclgsaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdis request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fandl purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value ajgais prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfét million in
Proposition 84 bond funds, as well as $343,000rap R 2 funds and $456,000 in Prop 40 funds,
to the Coachella Valley Mountains Conservancy famdl acquisition. This will allow the
conservancy to move forward with its top priorianél purchase.

Senate Committee on Budget and Fiscal Review Page 5



Subcommittee No. 2 April 23, 2009

3860 Department of Water Resources

Background. The Department of Water Resources (DWR) protants manages California's
water resources. In this capacity, the departmeaintains the State Water Resources
Development System, including the State Water Btoj@he department also maintains public
safety and prevents damage through flood contrerains, supervision of dams, and water
projects. The department is also a major implemgnagency for the CALFED Bay-Delta
Program, which is putting in place a long-term sioluto water supply reliability, water quality,
flood control, and fish and wildlife problems iretan Francisco Bay Delta.

Additionally, the department's California Energy sBerces Scheduling (CERS) division

manages billions of dollars of long-term electgiaggontracts. The CERS division was created in
2001 during the state's energy crisis to procueetetity on behalf of the state's three largest
investor owned utilities (IOUs). The CERS divisioontinues to be financially responsible for

the long-term contracts entered into by the depamtm (Funding for the contracts comes from
ratepayer-supported bonds.) However, the IOUs gamaceipt and delivery of the energy
procured by the contracts. (More on the CERS wini®f DWR is included in the Energy and

Utilities section of this report.)

Budget Act. The Governor’s Budget proposes $6.3 billion tppart DWR in the budget year.
This is a 20 percent decrease over estimated expesglin the current year, mainly the result of
a decrease in capital outlay and California EneRpsources Scheduling (CERS) funding.
General Fund support for the department is proptseécrease by nearly 20 percent. The $4.3
billion in CERS funding is not subject to the Butdet (these funds are primarily for energy
payments related to the 2001 electricity crisi$he CERS funds will significantly decrease in
2012 as the majority of the power contracts ard péi
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

California Water Plan $ 848,513 $ 150,139 -$698,374 -82.3
Implementation of the State Water

Resources Development System 861,730 903,861 42,131 4.9
Public Safety and Prevention of

Damage 896,695 436,090 -460,605 -51.4
Central Valley Flood Protection

Board 7,828 8,549 2,000 25.5
Services 9,425 9,660 235 2.5
California Energy Resources

Scheduling 4,601,388 4,271,583 -329,805 -7.2
Capital Outlay 668,530 489,797 -178,733 -26.7
Administration 65,319 67,155 1,836 2.8

less distributed administration -65,319 -67,155 -1,836 2.8
Loan Repayment Program -4,013 -4,013 0 0.0
Total $ 7,890,096 $6,265,666 -$1,624,430 -20.6

Funding Source

General Fund $ 161,324 $ 129,590 -$31,734 -19.7
Special Funds 527,896 493,655 -34,241 -6.5
Bond Funds 2,503,681 1,285,720 -1,217,961 -48.7

Budget Act Total 3,192,901 1,908,965 -1,283,936 -40.2
Federal Trust Fund 13,530 13,922 392 2.9
DWR Electric Power Fund 4,601,388 4,273,58 -329,805 -7.2
Bosco-Keene Renewable Resources

Investment Fund 20 0 -20 -100.0
Reimbursements 82,257 71,196 -11,061 -13.5
Total $7,890,096 $ 6,265,666 -$1,624,430 -20.6
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1. State Water Project Accountability Issues

Background. The State Water Project (SWP) is the nation’sgydar state-built water
conveyance system, providing water to 23 millionifGaians and 755,000 acres of agriculture.
The SWP moves water mostly from Northern Califooigoarts of the San Francisco Bay Area,
the Central Valley, and Southern California. TH&R protects and manages California’s water
resources. In this capacity, the department mamtdne SWP. The project was initiated by
legislation in 1959 under the Burns-Porter Actwibters ratifying in November 1960 the $1.75
billion bond for the project authorized in the act.

Paying for the SWP System. Users of the water system (“SWP contractors”)dfumost of
SWP’s capital and operational costs through waser fees. Other sources of funding for the
project include federal funding (mainly for floodrdrol), state general obligation bonds (mainly
for environmental programs), and the General Fumdiined with user fees (recreation and fish
and wildlife programs). The project is mainly fwadby users of the water system (often
referred to as SWP contractors). These user re@geate commonly referred to as SWP funds.
However, there are other significant sources ofling related to SWP. Specifically, the federal
government provides a share of the costs for flomutrol projects related to SWP, the General
Fund has supported related recreation and fish wihdlife programs, and state general
obligation bond funds have supported several mlatavironmental programs, including
CALFED.

State Water Project Funding is “Off-Budget”. When a fund is “off-budget” it means that the
funds are not appropriated in the annual budgétabitl that the Legislature cannot annually
change the level of financial support for the pesgrthrough the budget. As an off-budget
program the SWP has “continuous appropriation” autyr to spend its revenues, and does not
need annual Legislative authorization to supparipibsitions, operating costs, or capital outlay
expenditures. While DWR must seek approval fromlibgislature to establish permanent new
positions, it does not need additional legislaapproval for the funding to support them. That
is because the expenditure authority for thesdipasiis already provided off-budget.

LAO Analysis. The LAO is concerned that the role of SWP hasighd substantially from its
inception in 1960. In the past, SWP operated adisarete, self-contained program with
sufficient fiscal oversight provided by SWP contoms who pay most of the project’s costs.
However, this situation has changed. Specificalh LAO found that SWP had developed
increasing fiscal and programmatic ties to othatesbn-budget programs, such as CALFED.
The SWP operation has created significant liabgitfor other programs and funding sources,
including the General Fund, without any legislatoxeersight. These are reasons that the LAO
believes justify placing this program under regulegislative budget scrutiny along with
requests for additional positions. The LAO’s as@yhas led the Legislative Analyst to
conclude that the Legislature has the authoriyaso.

The LAO is concerned that the process DWR followdédvelop SWP budgets lacks checks and
balances that would help ensure accountabilityvid®e of the now $900 million budget takes
place internally at DWR, with ultimate approval dagfrom within the department and DOF.
While the SWP seeks and receives some advice fidia @ater contractors, it does not actually
review its budget with the contractors prior to thebmission of departmental requests for
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additional positions to the Legislature. At nongas the budget vetted and approved in a public
setting, nor do ratepayers—those affected mostpeyding decisions—have an opportunity to
review the budget prior to approval, as is the gan@actice at other state agencies.

The only public review of the SWP spending plaretaklace at legislative budget hearings, and
only then in the context of specific requests farsipon authority. Consequently, this
complicates the Legislature’s ability to fully emate SWP position requests in the context of the
SWP’s total current-year staffing of 1,509 posisonThis relative lack of budgetary oversight
also applies to SWP’s capital projects, althouginghs some limited oversight provided by DOF
and the bonding agencies in cases in which the $3§&es revenue bonds to finance the
construction costs of its projects. Because ofathr@and ongoing off-budget expenditure
authority, the department is not required to sulfuntling requests in conjunction with position
requests.

The LAO found that lack of transparency in the depment of the SWP budget appears to have
triggered increasing billing protests from SWP cactiors. This, in turn, has led to increases in
staffing and increased costs to handle the bilpngtests, which are ultimately passed on to
water ratepayers. The LAO argues that this upveamenditure cycle is due in part to the lack
of effective budgetary oversight of the SWP.

There is also growing recognition of SWP’s rolecomtributing both to the causes of, and the
potential solutions to, water-related problemshe Delta. This has major policy and fiscal
implications for a number of state programs. Hoeseé reasons, the LAO continues to
recommend the enactment of legislation that woulkkenSWP subject in all respects to the
annual legislative budget process.

Water Contractors’ Letter. The State Water Project contractors have subinitietter to the
Subcommittee stating their opposition to bringing 8WP on-budget.

Missing Report. As part of the2007-08 Budget Act, the Legislature passed Supplemental
Report Language that required the following:

“As an alternative to placing the SWP “on budgeéhé department shall subnahnually
with their January 10 budget a supplemental butiget would detail SWP funds that (a)
contribute to projects in the Delta, (b) are a cbsdre of state funds, (c) require any future
commitment of state funds, and (d) any SWP fundsitions that are transferred to state to
be then funded on budget with state funds.”

The Budget Committee received such a budget documeéviay of 2008. No report has been
received for 2009.

Staff Analysis. SWP operations impact the critical water resasifoe 23 million Californians.
As the Legislature debates new water bonds for m@irveyance infrastructure and resources
management in the Delta, it would be beneficialthar Legislators to be aware of what financial
resources the SWP is placing towards these efitngady.
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Staff Recommendation. Staff recommends that the Subcommittee adogetrhill language
requiring the following:

On or before January 10, 2010, DWR shall repoth&chairs of the fiscal committees in

both houses on the SWP budget. The report shellide the expenditures of SWP by

program for the last three years starting with 2087 and total revenues for each of those
years. Additionally, the report shall include feach year presented the number of SWP
positions and any non-SWP funds that are used e@sstshare toward SWP projects or

operations.

2. State Water Project Facilities Fish and Wildiehancement

and Recreation

Davis-Dolwig Act. Chapter 867, Statutes of 1961 (AB 261, Davigp &nown as the Davis-
Dolwig Act, states the broad intent of the Legistatthat State Water Project (SWP) facilities be
constructed “in a manner consistent with the futlliaation of their potential for the
enhancement of fish and wildlife and to meet reaeal needs.” The Department of Water
Resources (DWR) is charged with implementing theascpart of planning for construction of
SWP facilities. The Davis-Dolwig Act does not piae criteria specifying what kinds of
recreation facilities or fish and wildlife enhancemts are to be developed, nor does it require
legislative review or approval of such facilitiesemhancements.

DWR has Authority to Determine Cost-Share. DWR determines what share of the costs of
SWP facilities relate to fish and wildlife enhaneats and recreation and are Davis-Dolwig
costs not subject to reimbursement by state watetractors. In practice, most Davis-Dolwig

costs are related to recreation. Most fish andilifél costs are classified as being related to
“preservation” of these species, rather than tmbhéacement” of fish and wildlife, and therefore

are not usually attributed to Davis-Dolwig.

There are two primary costs under the Davis-Doleg. First is the capital cost of the creation
of recreation facilities when the SWP was consaddsuch as the purchase of additional land
for hiking trails and camping). The second is #ocation to recreation of the total annual
budget of the overall SWP, based on an assessmeardch facility’s value as a recreational
asset. This is an indirect form of cost allocatimhereby a portion of the operation and capital
cost at every SWP facility is allocated to recr@ati These indirect recreation-related costs, on a
statewide basis, average about 3 percent for opesadnd 6 percent for capital spending.

General Fund Role in Davis-Dolwig Act. The Davis-Dolwig Act states that DWR is not to
include costs of fish and wildlife enhancements agcteation in charges levied on the SWP
contractors. The act states the intent of thedlagire that such costs be paid for by an annual
appropriation from the General Fund. The act, haredid not actually appropriate any
General Fund monies to pay for Davis-Dolwig costs.
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Since 1961, DWR has allocated over $464 millionS8¥P costs to Davis-Dolwig. Of this
amount, $107 million has been paid from a combamatf tidelands oil revenue ($90 million)
and the General Fund ($17 million). A further $2@Rlion in Davis-Dolwig costs fronted by
SWP contractors was offset with monies owed by therme state, which had fronted the costs
for SWP construction projects. The remaining $1B#lion allocated by DWR for Davis-
Dolwig recreation costs has been paid for, on &rim basis, by SWP contractors.

Budget Act. The2009-10 Budget Act includes no funds for the SWP facilities fish amittlife
enhancement and recreation.

Governor's Budget. The Governor's Budget proposed a total of $38iBiam for Davis-
Dolwig related costs. These were:
» $30,984,000 from Proposition 84 for developmentalglitation, acquisition, and
restoration of SWP facilities for fish and wildlimhancement and recreation.
* $7.5 million from Harbors and Watercraft Fund forgoing operations funding for SWP
recreation.
e Trailer bill language.

Trailer Bill. The Governor proposed trailer bill language tovpte a continuously appropriated

annual transfer of $7.5 million from the Harborsdawatercraft Fund for payment of the

recreation component of the SWP. This $7.5 milliauld pay for on-going operations of SWP
recreation, but would become “off-budget” and nobject to Legislative appropriation each

year. The trailer bill language also includes anual reporting requirement on what the funds
were used for during the previous budget year.

LAO Recommendation. The LAO recommends that the Legislature denyé¢lgeest for Davis-
Dolwig funding in the budget year and reject thepmsed statutory change to provide an
ongoing appropriation from the Harbors and WatdrdRevolving Fund to pay Davis-Dolwig
costs. The LAO further recommends that the Letyistacarefully evaluate the policy and legal
implications for the state before adopting the adstiation’s proposal to modify state law to
declare that no historical state funding obligateists for Davis-Dolwig costs. To this effect,
the LAO makes a series of recommendations:

* The LAO recommends that Davis-Dolwig be amendesdpiecify that only costs related
to construction of recreation facilities at new SV&Eilities are to be paid for by the state
under Davis-Dolwig. The LAO advises the Legislatto specify that there is to be no
allocation of total SWP costs to recreation. TRereation cost component of SWP
capital projects would be removed, presumably aligwevenue bonds to be sold and
construction to continue on pending SWP projects.

« The LAO recommends that the Legislature specifyt tB&/P is no longer to incur
operational and maintenance costs for state resneateas, or use SWP funds for these
purposes. These costs should be considered fainfyiralongside any other budget
requests for the state park system, and be subjéagislative review and approval in the
annual budget process. In particular, the LAO kbithat DWR should not incur any
further costs related to the operation of the SRRa&e Perris.

* The LAO also recommends that the Legislature spelsdt any SWP recreation facilities
that are to be developed or improved under a rémgylarequirement shall not be
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considered eligible state costs under Davis-Dolwibhis approach is consistent with
legislative policy on how regulatory compliance tsoare to be funded. If this recreation
spending is required by a federal, state, or l@egulatory agency as a condition of
approving the construction or operation of an S\Ality, these regulatory costs should
be considered a project cost and paid for by SW#actors.

Staff Recommendation. Staff recommends that the Subcommittee holditidans open.

3. CALFED General Fund Reductions

LAO Recommendation. The 2009-10 Budget Act includes a total of $14 million from the
General Fund for CALFED. Of this amount, about -ba# ($7.2 million) is for CALFED
program oversighof various state agencies. The majority of theai@mg funding is allocated
to Department of Water Resources (DWR) for a varadt specific CALFED programs. The
General Fund contribution in each of these DWR-aistered programs is only three percent of
the total state funds (including bond funds and SWhels) that are spent on these programs.

The LAO’s analysis indicates that the CALFED pragsain DWR proposed to receive General
Fund support may have merit and work towards aamgeCALFED’s goals. Most of the
programs proposed for General Fund support, sudhe®elta levees subventions program,
have existed in some form or another prior to tfleatwon of CALFED. In the intervening years
since these programs began, however, multiple fndources in addition to the General Fund
have become available to support them. This irdusubstantial increases in available bond
funds, many of which are allocated specificaly\C#&LFED. Now, the General Fund contributes
less than 3 percent overall to these CALFED program

In light of the magnitude of the state’s Generahdrfiscal problems, the LAO thinks that it is a
good time for the Legislature to reconsider whetbV/R’s CALFED activities warrant
continued General Fund support. The LAO believeshsa reassessment of priorities is
reasonable, given the level of support availableCBLFED from other funding sources
(approximately $225 million for 2009-10). The LABerefore recommends that CALFED’s
base General Fund budget be reduced by $5.9 mitjoreducing or eliminating General Fund
support in two programs: Delta levees and watereffsgency.

Delta Levees. $4.9 Million General Fund Savings. The budget allocates $4.9 million from the
General Fund for levee maintenance and repairsinwitite Delta. This program pertains to
levees outside of the state’s Central Valley flamhtrol system, mainly Delta islands, that are
operated by local reclamation districts. While rompng these levees has some merit, the need
to continue to stabilize levees on many islandshan Delta is currently being assessed as the
department evaluates alternatives for Delta conweya Therefore, it is uncertain whether
preserving these levees will remain a priority $taite funding. The availability of other fund
sources (mainly bond funds) means that General FRupport can be eliminated without
significantly impacting the program.
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Water Use Efficiency: $1 Million General Fund Savings. The General Fund provides $1.4
million of the nearly $27 million budgeted for CAEP water use efficiency programs, mostly
from bond funds. Of the $1.4 million, about $1lait is allocated to the California Irrigation
Management Information System (CIMIS), a progranerafed jointly with the University of
California, Davis, intended to assist irrigatoramanaging their water resources efficiently. The
LAO is concerned that the original purpose of thegpam, agricultural water efficiency, has
been changed. Many of the 6,000 registered udehe ®ystem are not irrigators, but are water
agencies, researchers, educators, and water camsult In the LAO’s view, General Fund
support for the water use efficiency program camdaiced by $1 million without significantly
impacting the original program scope. The rema@r$850,000 of the General Fund support is
used for review of urban water conservation plaamshigh-priority activity for which an
alternative funding source is not likely to be dafalie.

Staff Recommendation. Staff recommends that the Subcommittee take cortsmfeom the
department and the public. The Subcommittee mah wo consider these cuts when spring
revenue numbers become known.

4. Central Valley Flood Protection Board

Background. Legislation was enacted in 2007 (AB 5 and SBth@) renamed the Reclamation
Board the Central Valley Flood Protection Board §&t). The Board is required to act
independently of the Department of Water Resouacekscontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictidhe membership of the Board increased from
seven to nine members, seven being appointed byGineernor and subject to Senate
confirmation, and two members serving as non-vo#rgfficio members. Salary of the seven
appointed members will be equivalent to the membgtse Air Resources Board. Furthermore,
AB 162 (Wolk, 2007) requires the Board to reviewised safety elements of local
governments’ general plans prior to the adoptiothefamended safety element.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectiBoard to the Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th@008-09 Budget Act. At the time it was understood that all of the
Board’s expenses were not known. Now that it ideustood that the Board can operate with
fewer funds than it was initially appropriated, ttegislature may wish to consider reverting the
additional funds rather than shift them to anoffregram within DWR.
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3940 State Water Resources Control Board

Background. The State Water Resources Control Board (SWRCBgoimunction with nine

semi-autonomous regional boards, regulates watalitgun the state. The regional boards—
which are funded by the state board and are umgestate board's oversight—implement water
quality programs in accordance with policies, plaml standards developed by the state board.

The board carries out its water quality responisied by: (1) establishing wastewater discharge
policies and standards; (2) implementing programerisure that the waters of the state are not
contaminated by underground or aboveground tankd; (8) administering state and federal

loans and grants to local governments for the coosbn of wastewater treatment, water

reclamation, and storm drainage facilities. Wadiszharge permits are issued and enforced
mainly by the regional boards, although the statardb issues some permits and initiates
enforcement actions when deemed necessary.

The state board also administers water rights énstate. It does this by issuing and reviewing
permits and licenses to applicants who wish to takéer from the state's streams, rivers, and
lakes.

Budget Act. The 2009-10 Budget Act includes $598.6 million to support the SWRCB i th

budget year. This proposal is approximately $17Biam less than current year expenditure
levels, mainly due to a reduction in bond fundinGeneral Fund appropriation is expected to
stay nearly the same.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Water Quality $ 765,487 $586,951 -$178,536 -23.3
Water Rights 11,894 11,658 -236 -2.0
Administration 21,097 21,141 44 0.2

less distributed administration -21,097 -21,141 -44 0.2
Total $ 777,381 $598,609 -$178,772 -23.0

Funding Source

General Fund $ 40,283% 40,575 $ 292 0.7
Special Funds 378,822 364,874 -13,948 -3.7
Bond Funds 178,217 7,395 -170,822 -95.9

Budget Act Total 597,322 412,844 -184,478 -30.9
Federal Trust Fund 128,470 128,975 505 0.4
Reimbursements 6,198 8,062 1,864 30.1
State Water Quality Control Fund 27,723 31,078 3,355 12.1
State Water Pollution Control

Revolving Fund 5,532 5,532 - 0.0
Petroleum Underground Storage

Tank Financing Account 12,136 12,118 -18 -0.2
Total $ 777,381 $598,609 -$178,772 -23.0

1. Methyl Mercury in Wetlands

Mercury. Mercury is a rare, dense metal, slightly more comri@an gold in the earth's crust.

It has unusual properties that have made it vaduabl metallurgy, electrical systems, and
chemical processes. It is a liquid at ordinarygeratures and evaporates when exposed to the
atmosphere. Environmental mercury contaminatiamcems in California are focused less on
atmospheric sources, and more on aquatic sourcesefeeral natural and historic reasons.
During the Gold Rush era more than 220,000,000 g®woh elemental mercury were produced in
California. There were few controls on the dismerof mercury from these operations, leading
to significant increases in environmental mercuonaentrations in affected soil, sediment,
plants, fish, and other animals.

Methyl Mercury. Of even greater environmental concern is thegoras of methyl mercury, an
organic form of mercury that is a potent neurotoaamd is especially detrimental to developing
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fetuses and young children (less than about 6 yelals Methyl mercury accumulates and
biomagnifies in the food chain, reaching highestoamtrations in predatory fish, many of which
are prized by sports fishermen. Numerous watetelsosh California have fish-consumption

advisories because of mercury contamination frostohical mining. Several of these advisories
are based on data collected by the United Stateto@eal Survey (USGS), including those in

Trinity County, and the Bear, Yuba, and AmericameRiwatersheds in the Sierra Nevada.

Role of Wetlands. Mercury from hydraulic and placer mining for gdids been transported
with sediments downstream into the San Francisgg3&ramento-San Joaquin Delta estuary,
where it has likely contributed to elevated mercugncentrations in fish, resulting in
consumption advisories. The USGS reports thaséugmentary supply of mercury to the Delta
and in Delta sediments (cinnabar, metacinnabar,edégmental Hg) typically are insoluble, but
will pose an environmental hazard if they are (@yBilized and (2) methylated in Delta and
Estuary wetlands.

Budget Act. The2009-10 Budget Act includes $2.3 million in Proposition 13 bond furidsthe
Department of Water Resources to reduce methylumgin abandoned mines in the Delta. The
funds include support for a best management pexcstudy that would reduce methyl mercury
from the Yolo Basin and other wetlands.

Also, the Central Valley Regional Water Board isrently creating the Total Maximum Daily
Load (TMDL) requirements for mercury. These regoients will impact how mercury is
treated for in the water supply.

Staff Comment. The Department of Water Resources is focused atervsupply issues while
the State Water Resources Control Board works derveality issues. To gain perspective on
the impact of mercury in wetlands that stay wetry@and, it may be beneficial to have the
Water Board conduct additional testing on watediggyas well as to establish best management
practices in the development of new wetlands, oidg pre- and post- monitoring for new
wetlands projects.

2. Missing Reports

Background. As part of the2008-09 Budget Act, the Legislature passed the following two
supplemental report languages:

1. San Diego Bay Toxic Sediment Cleanup. On or before January 30, 2009, the State Water
Resources (SWRCB) shall submit a report to thetJoggislative Budget Committee
(JLBC) on the work of the San Diego Regional W&aality Control Board (SDRWCB)
on San Diego Bay cleanup. The report shall includermation on the resources the
SDRWCB is dedicating to the project, the estimatadl cost and scope of the project,
and a progress report for the project.

2. Agricultural Water Runoff. On or before March 30, 2009, SWRCB shall subrméort
to the JLBC and to the relevant policy committdest details: (a) the precise actions the
SWRCB would have to undertake to obtain a 30 pérceduction to agricultural
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pollution runoff into the Sacramento-San Joaquitdand its tributary watersheds by
2012, (b) the estimated costs of those actions, (ahavhich of those actions can be
completed administratively and which would requégislation to implement.

Staff Recommendation. Staff recommends that the Subcommittee withhotiba on SWRCB
actions until the reports are received.

3. Underground Storage Tank Funding Brownfieldidtine

Background. The Underground Storage Tank Cleanup Fund (UST&E as an insurance
program for Underground Storage Tank (UST) opesatofhe USTCF provides up to $1.5
million in reimbursements per occurrence to petroldJST owners and operators to fix leaks in
USTs. Funds for the USTCF come from a fee of $0.pé&r gallon of petroleum per gallon
stored. The USTCF has been authorized to expgmximately $200 million per year.

Since 1992 the USTCF has received 19,000 claimg®)001of which received letters of
commitment. The claimants include individuals, Broasinesses, local governments, and major
corporations. Statute mandates a priority systdrarevindividuals and small businesses have
their claims addressed first. As of June 2008 ddqeartment had over 3,400 claims that are over
five years old.

Governor's Budget. The Governor’'s Budget proposes $719,000 fromthéerground Storage
Tank Cleanup Fund and five temporary positioneteew claims that have been active for more
than five years.

Budget Act. The2009-10 Budget Act did not fund the Governor's Budget request of $320
for five temporary positions.

Finance Letter. The Governor submitted a finance letter propo$img fund transfers from the
Underground Storage Tank Cleanup Fund (USTCF):
1. $10 million to the School District Account in theSUCF
2. $20 million to the Underground Storage Tank PetnmieContamination Orphan Site
Cleanup Fund

Staff Recommendation. Staff recommends that the Subcommittee hold actothis item.

4. Water Rights Program

Water Rights Based on Priorities. Water rights are based on a priority system ithaised to
determine who can continue taking water when tienmot enough water to supply all needs.
Those with high priority rights know that they dikely to receive water. Those with low
priority rights know that they may not receive wateall years and can plan accordingly.
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Riparian Water Rights. A riparian water right is a right to use the matulow of water on
riparian land. Riparian land is land that touchdake, river, stream, or creek. California is the
only western state that continues to recognizerigparights. The California Legislature has
enacted very few laws regarding riparian rights aAresult, riparian rights have been frequently
litigated. As a result of these lawsuits, the tohave clarified rules that apply to riparian tggh

If there is not enough water available for compgtiparian users, they must share the available
supply according to their needs. Generally in #itsation, water used for interior domestic
purposes, such as drinking, cooking, and bathiag,the highest priority.

Water Right Permits. Water right permits include conditions to protetter water users and

the environment. The State Water Resources Coiiald (Water Board) has continuing

authority over permits that it issues, and it casdify permits and licenses it previously issued
to require more protective conditions. The WateaBl must provide the permit or license
holder with notice and opportunity for a hearinddoe making changes. If the permit holder
disagrees with the Water Board's decision to matthéypermit, it can ask the court to review the
matter.

Water Rights Administration. Water rights law is administered by the Water ioaWithin
the Water Board, the Division of Water Rights amtsbehalf of the Water Board for day to day
administrative matters. The Water Board is they @gency with authority to administer water
rights in California.

Staff Comment. Staff recommends that the Subcommittee approveplSmental Report
Language requiring:

On or before January 30, 2010, the State WaterRes® (SWRCB) shall submit a report to
the Joint Legislative Budget Committee (JLBC) ambbvant policy committees a planning
document for creating greater efficiency in adntenisig and enforcing water rights in the
state. The report shall include a cost estimatariplementation of the plan.

5. Confined Animal Facilities Permitting

Permit Requirements. There are approximately 2,000 confined animalifess in the Central
Valley. The majority of these are operating undegeneral waiver of the Waste Discharge
Requirements (WDR) due to their smaller size. &leae 64 facilities in the Central Valley that
have individual WDR permits, and about 250 faahtithat are regulated under the National
Pollutant Discharge Elimination System (NPDES).

The United States Environmental Protection Agetd¢$EPA) required under the Federal Clean
Water Act that all confined animal facilities withore than 1,000 animals obtain an NPDES
permit. The Regional Water Boards are supposesste these permits. However, to date, no
permits have been issued in the Central Valleyapplications are waiting for review.

Staff Comment. The large confined animal facilities contribute titrate pollutants in the
groundwater. By not issuing permits and recommendaitigation measures, the Water Board
is allowing a known source of groundwater polluttorgo unchecked.
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